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list the soundest, best-protected bond at the top, the most common garden
variety of stock at the bottom, and all other kinds of stocks and bonds
properly placed between these two extremes, you could not draw a dividing
line at any point with the assurance that above that line you would have
only bonds and below it only stocks. It would be possible to divide such
a listing of securities into three zones, according to commonly accepted
definitions of stocks and bonds. The top zone would include only bonds;
the bottom zone, only stocks; but the middle zone would include both stocks
and bonds, each possessing one or more of the attributes of the other.
We have already shown how the "common-stock" theory of investments
applies with equal force to the purchase of preferred stocks. It applies also
to bond purchases. If any generalization about bonds as investments is
required, it would have to be couched in some such language as the following:
money invested (1) over a period of years, (2) in a well-diversified holding
of bonds, (3) of representative corporations, (4) in essential industries, (5)
tends to measure up to the reasonable expectations of the investor. All of
which means that, in selecting bonds for investment, there are ample
opportunities for mistakes unless all the above limitations are observed.
Even then the element of timing is important. In periods of depression,
bond prices decline sharply. Also corporate failures in nonessential indus-
tries and among unrepresentative companies drag down with them not only
stock values, but bond prices as well.
No investor can, with impunity, buy just any bond at any time and feel
secure in his hope of a regular income and a stable principal. The soundest
investments are discovered only after careful search. The novice who
lacks competent advice in the selection of individual bonds will probably
lose less if he follows the practice of buying prior-lien bonds of "represen-
tative companies" in "essential industries." Final tests of soundness of
bond investment are dependent upon the careful and expert analysis of
individual corporations, rather than upon broad generalizations about classes
of securities. It is generally recognized that stock values depend upon
earning power rather than upon asset values. In the last analysis, bond
values have the same foundation. For asset values themselves are deter-
mined by the earnings these assets are able to produce for their owners.
Hence again we return to the earnings of each individual company.
QUESTIONS AND SUGGESTIONS
1.  What is the nature of an unsecured bond?
2.  Why is a debenture bond sometimes called a plain bond?  What do the English
mean by debenture?
3.  How valid is the argument that holders of debenture bonds lack the right of
foreclosure in case of default?
4.  By what means may the holders of debenture bonds be protected?   Do you
approve of such protective features?   Why?